The following remarks were delivered by BCBSF President and CEO William E. Flaherty .
on September 19, 1994, at the Annual Sales/Marketing Conference.
I look forward to this opportunity to meet with you. This group
has become not only a good sales
organization but an outstanding one.
One of the really wonderful
rewards that I have had in the last
year or two is to hear a consistent
theme from various members of
management - and the theme is
expressed by words like "world
class," and "we are the best in the
industry."
What you see in your colleagues
today is an organization that is
evolving to world class. I think it is
true of sales and marketing in particular, but I think it is true of the
whole company.
I also see a level of team work
exhibited on a daily basis which we
have not seen in the past. This is
most encouraging.
I can't think of any two factors
more likely to predict success than·
people aspiring to be world class
competitors and putting a high value
on team work. I am personally
pleased and proud to be part of this
organization.
Several years ago, the Board
would say to me - and I in turn
would share with management "You guys seem to be pretty good.
You can build contracts or you can
make money, but you seem to have
a problem doing both at the same
time."
That problem reached its climax
in 1988. Since then, we have really
been able to overcome that dilemma
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and have had five years of steady
sales growth and earnings growth.
Just very quickly flashing back to
'93, we had an 88,000 contract gain
- 40,000 of those were in the
HMO. We have the sixth largest
PPO in the United States with
almost 1.5 million customers and
their families enrolled. And, our
annual income was $112 million.
I might add that at year-end 1993,
our policyholders' equity reached
$491 million. Now, at mid-year
1994, we are in excess of · $550
million.
Another key measure of performance is retention. Retention has
moved steadily upward. We now are
achieving 90 percent retention on
our entire book of business and 95
percent on the HMO. I think there
is room to grow in this area, but it
is certainly a wonderful and high
level of improvement.
These numbers are really indications of success. As a young sales
manager many years ago, I was
given some very good advice. I was
told that the first sign of an
outstanding salesman was somebody
who picks an outstanding product to
sell.
Our managed care products fit
this category. During the last 5 to 7
years, our managed care products
have come on line more widely.
We've learned, we've improved
them, and we're seeing some terrific
results.
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DIRECflON FOR 1HE FU1VRE
We need to look toward the
future as well.
How do we continue to grow
our business and succeed?
How do we position our
company to take advantage of the
changing character of health care both in terms of the revolution that
is occurring within the industry and
in terms of health care reform?
How can we compete effectively
as new players enter the market and
the basis of competition changes?
res a lot easier to address these
questions in three days rather than
in 40 minutes. To boil it down, you
have to skip some important parts.
On the other hand, it's obvious we
don't have three days to talk about
strategy. I say this only to acknowledge the complexity.
You want to produce the products and services at the lowest cost
possible. Then, turn around and sell
to our customers at the best price
possible - which is really in terms
of their view of value that includes
added value features truly
appreciated by the customer such as
"no balance billing."
We know that the best price in
the competitive ma~ket is not always
the lowest price. Rather, it is that
value proposition as determined by
the market.
I hope our strategy sounds
familiar. The company's underlying
corporate strategy is not dramatically changing. We are continuing to
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our experience and

strengthen it.
Our fundamental corporate strategy is to achieve low cost producer
status. This gives us the choice of
growing our business by giving our
customers added value features or by
lowering prices to be competitive.
Our goal of 25 percent market
penetration also remains unchanged.
As the industry consolidates, and
because of the way providers look at
revenue streams, anything less than
25 percent leaves the Company
vulnerable to the actions of other
competitors.
What we are changing, however,
are some elements of the strategy.
lllS70RICAL PERSPECI1VE
To understand why and what we

need to change, let's take a minute
and look at where we are today and where we need to be - in some
key areas.
We have about two million
customers. And, as I mentioned
before, the industry is consolidating.
If you played the numbers game
and said half of health care is going
to be financed by federal/ state
government, 25 percent of the
private market accounts for 12
percent of the provider revenues.
You really have to ask yourself: "As
the industry consolidates its other
big players, can you influence those
providers if you have less than 12
percent of their revenues?"
You can, to a degree, by selective
contracting and therefore focus that
12 percent on fewer providers than

the old market. We've been doing
that.
For long-term success, however,
we want to account for roughly 12
to 15 percent of future total-healthcare revenues in our state. Since we
are below 25 percent market penetration today, and the market is
growing, we must grow significantly.
In fact, we will need to increase
membership from almost 2 million
to 4 million!
What are some of the things we
must do to double our number of
customers by the turn of the
century?
First of all, we have to increase
our competitive position. If you
grow the book of business, hold
your overhead and your research
and development cost constant, then
unit cost goes down. The cost any
one customer is expected to pay
through retention goes down. This
is a very powerful notion, and we
want to take advantage of it.
We can also accelerate growth
within our markets by developing a
deeper understanding of the
compeuuve advantages of our
programs and by entering new
markets - although we are going to
be very cautious in that regard.
Clearly, we are looking at the
managed care aspects of Workers'
Compensation as an example.
Developing new products and
delivery systems is another avenue.
Most of us feel that the life
expectancy of any product we design
today is measured in a small number
of years.

2

We also need to better understand our cost structure and
strengthen our pricing strategies and
policies to support higher
performance.
And finally, we have to reengineer the processes that have
been historic to our company. This
will be essential. These reengineered
processes - supported by new
computer systems - will help us
achieve higher levels of performance.
We see it in many other industries and we see it in our own.
Currently, our industry expenses like many other · managed care
companies - are running about 15
percent of revenues. As a percent of
revenues, 15 percent is double what
it was 13 to 15 years ago. We
actually had administrative expenses
in the early 80s down to 7 percent
of revenues.
We invested enormously in marketing, in the whole managed care
arena, in the HMOs as well as in a
number of other areas. We have also
seen an explosion in the number of
claims transactions per contract. All
of these factors have driven cost up
so today we are in the middle of the
pack. We are not gaining a competitive advantage out of administrative
expense. We need to do that.
Other competitors are going to
go through major · reengineering
efforts. Some have already started.
Their administrative expenses will
be driven down.
When you reengineer processes,
you can gain economies of scale
with the providers. We also gain
economies of scale by selling

products that may vary, but vary in
a predictable way, so that you can
gear up your operations to support
them.
We are looking at an administrative expense goal of 5 to 10
percent. We think that's what it's
going to take to win in the future
market. And we need to reach that
goal by no later than the year 2000.
We recognize that we can't bring
down administrative expenses by
sacrificing research and development
or organizational development such
as training. But, we need to make
sure they are highly cost effective.
We are going to have to continue to
make major investments in those
areas.
I recently attended a reengineering workshop put on for CEOs
from all industries. One of the
points they made was about the
difficulty top companies have in
sustaining success.
If you go back and look at
industry evaluations of high per.-:
forming American companies, such
as in Tom Peters' book, In Search of
Excellence, this is what you'd find.
Today, approximately one-third
of those companies are considered
deeply troubled. Another third are
considered average performers for
their industry. And only about onethird have been able to sustain their
excellent reputation for a period of
less than ten years.
Somebody once said, success
breeds failure. We want success to
breed change. We know we must
change.

Other drivers of change, such as
medical cost increases, have come
down. In some of our segments,
they are flat.
We're seeing zero medical
increases in some elements of our
HMOs and single digits to low- or
mid-teens in many of our other
products. We can feel proud of this,
but we also must realize that other
competitors are experiencing the
same thing.
Six months ago, I attended a
meeting with the Prudential executive for the Southeastern United
States. Their rate of increase for '94
over '93 was two percent in terms
of cost increase for their entire book
of I-WO business in that region. So
it's not just us.
You know what they say, all
successes have many parents and
failures are orphans!
Bringing medical trends down has
produced a lot of parents. The thing
I worry about is that when there are
so many common "parents" out
there, we don't really know all the
factors driving performance.
To the degree that we don't get
ahead of competition in lowering
our costs, good performance may
provide a false sense of progress.
So I look at lowering the rate of
increase in medical costs, and it's
very positive. I also see it triggering
intense price competition, rate
guarantees, and other forms of
competition that will drive change
and create a need for us to change.
The basis of competition is
changing. The marketplace is
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dynamic. Cost, access and service are
being redefined.
Service has a different meaning:
making sure the pediatrician's office
is open the hours our member needs
it to be open may be an element of
service today.
Quality has been added as a new
dimension. We think quality will be
viewed as essential. The customer
has to perceive quality not only in
what we do but in the clinical
experience as well.
These dimensions of competition
will change, and so will the
measurement systeins for dealing
with them.
One caution I would like to raise.
Yes, we need to be customer
focused. However, a lot has been
written lately about great marketing
successes like the Chrysler mini van.
The people who developed that
product have said:
The consumer could not have told
us what they wanted. If we had told
them what we planned, they would
not have told us they liked it. What
you do is focus on the customer to
understand their needs, then you apply
enormous technical know-how to come
up with solutions. Then you may have
to go back out and educate that
customer as to why that solution is in
their best interest.
The notion that you simply aggregate information and that it
reveals to you the needs of the
market is illusory. It would certainly
be nice if it worked that way, but in
reality, it seldom does.
Not too long ago, Fortune
magazine had an article that

included a long list of great product
innovations.
In each case, the characteristic
that led to the product's development was a team of people who, yes
were customer focused, but who
also had a deep knowledge of the
business. A deep knowledge, not
from one discipline's point of view,
but from many points of view.
While we need to be customer
focused, we must also add our
unique knowledge - and must strive
to have even better information in order to make those decisions.
Also driving change is the
delivery system and provider
relations.
As many of you know, we took
the actions necessary to achieve
contracts and gradually improve the
performance of these contracts in
the interest of saving money. It was
an absolutely essential step, but we
also know that many of those
providers do not view us from a
win-win stand point. As a matter o~
fact, many of them were highly
motivated to replace us.
Going forward, we need to develop capabilities that will help us
achieve more effective relationships
with providers so we can influence
their performance.
We must also have long-term
relationships such as other
industries have developed - where,
instead of the relationship being
purely economic (and adversarial),
it's cooperative towards common
goals of lower costs and higher
performance.

We need to transform the processes we use for product
development and new product introduction. To put it mildly, it's been
painful and slow.
Our focus must be external, as I
mentioned earlier, and include our
customers and providers. While it
should be viewed as collaborative,
we must be a source of added value.
We are a source of added value
when we convene providers and
customers together in the interest of
product development. We are also a
source of added value when we
create powerful technical knowledge
and analytical skills and combine
them with the ability to work in a
complex setting as many of our
teams do so well.
This can give us the ability to
roll products out in a three to six
month time frame - at least for
those products that don't involve
fundamental changes in the delivery
system.
If we transform this product
development process, it will go a
long way toward forcing the competition to react to us rather than us
having to react to the competition.
We really see this as a very
important part of the drive for
change.
An additional area I would like
to mention is organizational
effectiveness.
We know we have to manage the
change, and we know that our
ability to do so is crucial. One
aspect of this is continuous
development of the individual -
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some people would call it life-long
learning.
Motorola is an example of a very
successful company that says they
can take an existing work force and
develop world class skills.
If you talk to some of the folks
at Motorola, as I have, they will tell
you they have ·production line
. workers solving problems that their
best engineers have not been able to
solve - those engineers having been
housed in an engineering department
physically separate from production
experience. By integrating continuous learning in a way that is
directly related to the daily
operations, Motorola has been able
to develop what they consider to be
a truly world class organization.
These are some of the factors we
see driving change.

11lE 11ME TO CHANGE IS WHEN
YOU'RE ON TOP
Just commenting on the timing
of change, we think the best time to
change is now, when we're winning.
It is the old saying to "make hay
while the sun shines."
It is also the most difficult time
to convince people of the need for
change. That is one of the reasons I
brought up Tom Peters' book and
the list of firms in it.
There are case studies of
companies on top that have done
well in achieving change. One of
those is Hallmark.
They revised their entire product
development process, dramatically
shortened the time it takes to know
exactly what was sold in every store,

and improved a variety of other
areas.
Hallmark was the industry
leader, and there is every indication
that they will continue to be the
industry leader because of the
fundamental changes they made.
It is important when looking at
some of these case studies, however,
that we not be confused by the
simplicity of some of the businesses.
I have a negative gut reaction
toward someone telling me about
Hallmark Cards. I think it is very
relevant, but you have to be careful
because we are in the middle
between customers and providers.
This is often much more
complicated.
Our challenge is to be technically
sound or "right" and also successful.
We need to look at other industry examples, but we need to apply
them within the complexity and
understanding of the real world of
health care delivery.
CORPORA TE

BUSINESS

STRA TEGIE.S
Looking at our corporate
business strategies, three stand out
for attention today. They all support
achieving low cost producer status.
They are: local presence, market
leadership and managed care.
Local Presence

Going back perhaps ten years,
why did the senior management
group select local presence?
We measured ourselves against
others whom we thought were
going to be the winning managed

care companies. We didn't have the
capital of Metropolitan. We didn't
have the sales organization of
Prudential in terms of the tens of
thousands of agents.

What did we· have? We had a
unique focus on our markets.
One of our staff told me this
story about how a leading
competitor built their PPO network
for a large account in New York
State.
As part of that project, he said they
took out telephone directories and set
up toll numbers. They went through
the directories and called people they
didn't even know. They'd never
physically been in the market or had a
market presence when they assembled
the network to service the account.

Well the antithesis of that is our
people living every day in a market
like Tampa - developing a deep
knowledge of it in terms of not only
the customer base, not only the
competition, but the delivery system
itself. Out of that comes the ability
to respond with a deeper understanding of the unique needs and
realities on both the provider side
and the customer side.
Local presence is critical.
Enhancing our local presence was
the driving force behind
regionalization.
.This strategy gives top priority to
the responsibility of sales and
marketing to assure that we have a
deep understanding. You're there in
the sales calls, you're there in the
service calls, and you understand
what is happening.
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There may not be a pattern in
the array of contacts that any one
salesman experiences, or perhaps
even in any one office.
However, as we accumulate that
information and prioritize it and
undertake to make changes to
strengthen our competitive pqsition,
it is an enormous power in that
effort for the individual
metropolitan area, for the state, and
for the company as a whole.
I personally believe that there can
never be a substitute for the information flowing on a regular basis
from the field sales organization as it
does its daily work. First of all, you
don't get comparable information
any other way. Marketing research
and consumer research - · while
important - just don't do it.
There are dozens of examples of
that. Years ago when dental was
emerging, many carriers hired
market research organizations to go
to their customer and ask what
they'd like in a dental program. The
answer was the customer didn't
know.
Product development isn't that
simple. The customer may have very
important needs, concerns, ideas and
infor-mation. You don't want to
develop the product without that
input, but it's not the whole story.
You must also add other input.
To me, the themes and patterns
that come out of the sales activity is
number one in the flow of information for product development and
competitive positioning. And we
need your help. We consider it a top

priority and will be working with
you on that as we go forward.
Market Leadership

The second key strategy 1s
market leadership.
We were remarking in a small
group recently about the experience
of another Blue Plan.
It went from its initial starting
point to about 48 percent market
share by 1960. Around 1957-58, it
ran into strong competition, and
market share deteriorated from 48
· percent to 41 percent by the early
1960s. Then in about a seven year
period, it went from 41 percent to
60 percent. In the last few years of
that seven year period, people really
couldn't say why sales were so
strong.
A large part of the sales success
we've had in the group department
is word-of-mouth referral. When the
market starts to shift, other people
hear about it. As that experience
becomes more pronounced, and
people begin to see you as a market
leader, it increases its momentum.
Market leadership is not only
something tangible, it's also something intangible.
Our underlying thinking m
selecting the 25 percent goal I
mentioned earlier is to account for
significant portions of the revenues
of the providers and to give good,
convenient access in the selection of
those providers.
This creates a situation - if you
are going to be number two or
number three - then it is absolutely
predictable that you will pay more

for your medical care than the other
fellow. You are going to lose
competitive position that way as
well as from a user friendliness
standpoint. So being number one is
critical.
Not only does market leadership
give us leverage and economies of
scale and marketing muscle, it gives
us something else that is very
important.
As we go forward, we are going
to be writing business this society
wants us to write that will not
contribute much to the bottom line.
In fact, there may be ·segments
where we will be grateful to break
even at the end of the day.
So the broader basis over which
you can spread that expense, the less
you have to charge any one
customer. This is a new, emerging
reason for achieving high market
penetration.
What do we think it takes to
achieve market leadership? As I said
earlier, a thorough knowledge of our
customers and their needs, concerns,
values and expectations. How competition is seen, how they are
performing, new market opportunities, new business opportunities,
new product opportunities and
many others.
We think we have the strategies
and the people to reach these new
markets.
Mana~ed Care
The third strategy that I want to

mention is managed care. This has
been successful for our company and
for our customers.
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As I think of the list of mistakes
we may have made over the last 15
years in managed care, I am
reminded that the goal is not to be
perfect and error free. Rather, the
goal is to outperform competition.
I think we have done that very
well. The role many of you have
played and our managed care staff
have played has contributed to our
progress.
We invested - as I'm sure you
all know - more than $100 million
in managed care before we got to
anything resembling break-even. We
saw it as the best - and in fact the
only - way private markets could
control medical costs and still
deliver quality of care.
Managed care is the direct answer
to a fundamental question in society:
Can you control cost without
rationing care? And the answer is
"yes" you can, if you create
powerful enough incentives for
providers to improve their performance. Then there will be more
services for society for any given
number of dollars.
Managed care is a private sector
alternative to a single-payor,
Canadian-type system which is the
inevitable alternative of giving
government the role of controlling
costs.
We need to look at our managed
care strategy and make sure we are
giving our customers what they
. want and need. Our managed care
products need to include a broad
choice of quality care programs.
This is clearly an emerging and
important element.

Customers have diverse wants and

terms of its impact. The idea behind

will be back into intense pnce

needs, and the technology involved
in ensuring quality of care is just

the smallest bill focuses in on us -

competition.
So now is the time to make our

beginning. There is much dispute

makes us the ham in the sandwich.

over data systems and other tools.
We can't expect to gain market
leadership position unless we can
give customers choices and unless
we can manage quality of medical
care as well or better than any
competitor.

WINNING IN 1995:, 2000 AND

the insurance industry -

and that

Reflecting then on the current
situation: our basic, fundamental
strategy remains unchanged ... the
basis of winning is changing... new
requirements are coming along ...
quality of medical care ...the need to
develop more complete information
... respond more rapidly in terms of
getting products in the market and
servicing them in an effective
way ... continue to leverage local
presence as a very powerful element

investments and our efforts in
strengthening our competitive
position.
We have had five good years,
1994 is turning out to be a
wonderful year. High accomplishments in '94 and some great
accomplishments leading to the start
of '95. I look forward to working
with you as we continue to change

to ask ourselves what it takes to
wm.

in our competitive strategy.

and adapt our strategies - remaining
with the basics but changing under
market conditions.
I also want to say thank you.

Yes, it takes a deep understanding
of our markets . Yes, it takes a
continuous analysis of our competition. But beyond that, we have to
focus on meeting the needs of the

CONCLUSION
I am reminded at this point that

Thank you for the hard work.
Thank you for the willingness to
work with colleagues that don't

BEYOND
Looking beyond today to the
time frame of 1995 to 2000, we need

customers and continuously improving our performance.
Just to restate, the basis of
competition is changing. The rules
of the market are changing. And of
course, we have new competitors
entering the market such as United
Health Care and many others.
There is a revolution in the

if I have followed my text, I will
have used the words "change" or
"changing" more than 20 times.
This is a reflection on the fact
that change doesn't seem to be
optional, it seems to be essential.
And that now is the time when we
are winning, when we can afford it,
that we get on with the job of
change.
Since shortly after World War II,
there has been an historical underwriting cycle in the industry of

delivery system. Also, there is the
health care reform environment.
The revolution occurring in the
delivery system and health care
reform are not one in the same.
They are two very different items

three years of gains followed by
three years of losses.
Some industry observers have
said that the extra value managed

although they will interact with
each other.

reason we've been able to interrupt
this cycle. But predictably, as the

Health care reform will be
superimposed on the industry. Even

market matures and managed care
products are widely available, we

care programs have brought is the

the smallest bill may be gigantic in
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always see things the same way you
do.
I'm just pleased and proud to be
part of this organization and to
work with you.
Thank you very much.

